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1. PURPCSE AND SCOPE. To establish policy and procedures to
determ ne at what cost to transfer inventory (raw material or
manuf actured itens) between Federal Prison Industries (FPI)
factories.

o) Factories wthin FPI manufacture itenms and ship themto
other factories to be used as conponent parts in the
manuf acture of itens for sale to other governnent
agenci es.

Itemrs may be manufactured and shipped to other

| ocations to be held in inventory for future sale to

ot her governnent agencies or to be used as a consumabl e
item

O

This directive establishes procedures for assigning value to
those itens.

2. PROGRAM OBJECTI VES. The expected results of this program
are:

a. Costing of inventory transfers between factories wll be
consi stent throughout FPI

b. Inter-factory profits will be elimnated frominventory
t hat has been transferred between factories.

c. Raw Materials and Supplies inventories will be val ued at
cost within FPI.

3. DI RECTI VES REFERENCED

PS 8000. 01 UNI COR Cor porate Policies and Procedures
(5/13/81)
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PS 8510.01 Factory Costing Procedures (11/21/97)
PS 8533. 02 FPI Inter-Industry Transfers (3/8/99)

4. STANDARDS REFERENCED. None

5.  MANUFACTURED COMPONENT PARTS. A manufactured conponent is a
part of a product FPI manufactures and which is to be installed
subsequently as an integral part of a main unit or assenbly.
These itenms may be sub-assenblies or they may be end-itens that
are sold i ndependently.

a. Manufactured conponent parts, when manufactured for
transfer to another FPI |ocation where they will be included in
an FPI product or shipped as part of an order, are to be
transferred at the approved standard manufacturing cost.

b. The Factory Manager is responsible for establishing an
accurate itemrouting and bill of material for manufactured
conponent parts.

0 A costed routing and bill of material are to be
submtted to the Product Support Center for approval of
t he standard cost.

O

I f the factory does not use the Shop Fl oor Contr ol
(SFC) nodul e of the Managenent Control System (MCS)
the Factory Manager nust conplete a Unit Cost Estinate
(UCE) for approval.

c. The Business Manager is responsible for establishing the
Vertical Integration (VI) Price Class in the Item Master within
MCS, assigning the appropriate price/cost for the transferred
i tens.

0 A VI factory, that is, a factory whi ch manufactures
only itens to be used as conponent parts by other
factories, does not need to establish a special VI
price class because the standard manufacturing cost is
the normal price which it charges for its products.

d. \When shipnment against a VI or internal order occurs, the
sales value of the VI Price Class is to be recorded as a Transfer
Sal e (account 5150) and the cost is to be recorded as a Cost of
Transfer Sal e (account 6520).

6. MANUFACTURED | TEMS TRANSFERRED FOR RESALE. A nmanuf act ured
itemtransferred for resale is a product manufactured at an FP
| ocati on and shipped to another FPI | ocation to be held in
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inventory per requirenents of an inter-agency agreenent in
anticipation of future custoner orders.

o An exanple of this type of agreenment is the Direct
Vendor Delivery (DVD) program where itens are
manuf actured at one or nore FPI |ocations and then
transferred to another |ocation for stocking and future
shi pnment agai nst custoner requirenents.

a. Mnufactured itens, when manufactured for transfer to
anot her FPI | ocation where they will be held in inventory until
ordered by the customer, are to be transferred at the approved
st andard manuf acturing cost.

b. As in manufactured conponent parts, the Factory Manager is
responsi ble for establishing an accurate Item Standard Routi ng
and Bill of Material for each item and for submtting a costed
routing and bill of materials to the PSC for approval of the
standard manufacturing cost.

0 |f the factory does not use the MCS SFC nodul e, then
the Factory Manager is to prepare and submt a UCE for
approval of the standard cost.

c. The Business Manager is responsible for establishing the Vi
Price Class in the Item Master within MCS, assigning the
appropriate price/cost for itenms within this category.

Exanpl e: Factory A (an Electronics Programfactory)
manuf act ures cabl e assenblies and transfers themto Factory
B (a Gaphics & Services Distribution Center) in support of
a Direct Vendor Delivery (DVD) agreenent that the

El ectronics Program has with the Departnment of Defense.

When Factory A manufactures a cable assenbly in support of
this program the Business Manager will establish a VI price
cl ass of $100 (standard manufacturing cost) in the item
master for this product.

Upon shi pping the product to Factory B, Factory A records
the transfer as a Transfer Sale using the established VI
price cl ass.

When Factory B ships the product to the custoner, it records
the transaction as a Sale - O her Governnent Agencies
(account 5110), using the appropriate Electronics Program
product code.
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o) The cost/price which one factory charges another for
manufactured itens transferred for resal e nust not be
greater than 95% of the contract price.

7. CONSUMABLE | TEMS. Consumable itens are itens manufactured at
an FPI factory and shipped to another FPI factory for consunption
in that operation.

o) These itens are generally factory or office supplies
and are not a part of inventory to be used in the
manuf acture of a product.

o) When transferring a manufactured item for consunption
by another factory, it is transferred at the approved
manuf acturing cost for that item

0 When this occurs, it will be necessary to first

establish a VI Price Cass at the appropriate
price/cost for the itemto be transferred.

8. TRANSFER OF RAW MATERI ALS. Raw materials are itens that FP
does not manufacture; they are purchased from vendors.

0 Wen a factory transfers a raw material inventory item
to another factory, that itemis transferred at its
book val ue.

O

The receiving factory is to absorb all freight costs
associated with the transfer and, if applicable, add
themto the inventory itemw thin the MCS |tem Master.

Transfer of raw materials is to be classified as a M scel | aneous
Sale - FPI (account 7112), and the cost associated with the
transferred itemto be classified as a Cost of M scell aneous Sal e
- FPI (account 7122).

/sl
Kat hl een Hawk Sawyer
Director



